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KEY ECONOMIC INDICATORS 
($ millions) 


Exchange Rate: US$1.00 = £8.57 
Estimated 1980/79 Projected 
1980 % Change 1981 


INCOME, PRODUCTION, EMPLOYMENT 


GDP at current prices 4,849 ; 3,865 
GDP at constant 1966 prices ise) j 1,065 
Per capita GDP current prices 2,182 : 1,695 


Population (000) 2,222-2/ 2,280 


Labor Force (000) 770 i 798 
Avg. Unemployment Rate (July) 5.9% 10% 


MONEY & PRICES 


Money Supply (M,) year end -- 
Interest rates tto industry) 20+% 


Wholesale prices (1966 = 100) 40% 


Retail prices (1975 = 100) 


BALANCE OF PAYMENTS & TRADE 
Gold & For. Exch.. Reserves (Net) -yo0-/ 
Current Account Balance -653.4 
External Public Debt 1,810.5 
Annual Debt Service 250 
Debt Service Ratio 246 
Exports (f.o.b.) 1,017.8 
U.S. Share: 32% 
CACM Share: 26% 
Imports (c.i.f.) j 1,528.9 
U.S. Share: 33% 
CACM Share: 14.3% 


1/ Embassy estimate. Gross reserves were $383 million. 


2/ As of June 30, 1979 





SUMMARY 


The real rate of economic growth in 1980 was the lowest for the 
Costa Rican economy in more than a decade and continued a steady 
downward growth trend from 1977 to 1980. Adverse external and 
internal trends worsened in 1980 to produce a growth rate of 1.6 
percent. Agricultural production decreased in 1980 for the second 
year in a row, and the commercial sector also decreased, while 
other sectors showed modest advance. Unemployment increased over 
the previous year. Serious disequilibrium in the economy was re- 
flected in the balance of payments, which had a deficit in the 
current account equal to two-thirds of total exports. This 
balance-of-payments deficit was financed by external borrowing 
mainly on commercial terms and was fueled by internal financing of 
a large public sector deficit. The deficit also fueled internal 
inflation, which topped 23 percent in 1980 (Wholesale Price Index). 
The public sector received higher percentage increases in credit 
from the financial system, thus contributing to a credit pinch in 
the private sector. Pressure on the overvalued colon caused 
adoption of multiple exchange rates in September followed by a de- 
valuation through a freely floating colon on December 26. The 
Government of Costa Rica (GOCR) reached an agreement with the In- 
ternational Monetary Fund (IMF) in March 1980, but it did not meet 
economic targets of the stabilization program. Consequently, ad- 
verse trends worsened as they extended into 1981. 


The outlook for 1981 is for the economy to suffer its worst year 

in several decades. A 100 percent devaluation is forcing severe 
import reductions in 1981, which are further aggravated by a cutoff 
in international lending. A drastic reduction in imports of at 
least 25 percent in real terms will cause a recession, which will 
be accompanied by high unemployment and an inflation rate of about 
40 percent. In April 1981, the GOCR reached a tentative agreement 
with the IMF for a 3-year economic stabilization program supported 
by an Extended Funding Facility (EFF) loan. If the program is fol- 
lowed, this should serve to put the country back on a solid foot- 
ing by the end of the program. 


Domestic Economy 


The performance of the Costa Rican economy suffered more in 1980 
than in any single year in the previous decade--as almost all 

trends were down. The gross domestic product (GDP) grew in real 
terms by about 1.6 percent. GDP in current dollars is $4.85 bil- 
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lion, and per capita GDP decreased in real terms (constant 1966 
dollars). ‘The commercial and agricultural sectors decreased in 
real terms, while other sectors grew very modestly. The Consumer 
Price Index (CPI), which contains many price controlled items in- 
creased by 18 percent while the Wholesale Price Index, which is 
less susceptible to controls and is a lead indicator for the CPI, 
jumped by 23.8 percent (whole year averages). A slowed economy 
with slack demand for labor caused the unemployment rate to in- 
crease from 2.6 percent in November 1979 to 5.9 percent in July 
1980. Consistent with these trends, productivity declined and the 
drop in sectoral GDP growth rates was broadly based. Gross invest- 
ment grew by only 2.9 percent, while public and private consumption 
decreased in real terms. 


The agricultural sector experienced a disappointing year with pro- 
duction declining 2 percent over 1979. Banana, coffee, meat, and 
cacao production declined, while sugar increased slightly, and 
basic grain production also improved slightly. Coffee exports 

were 12 percent less than the previous year's. Financing of the 
large public sector deficit caused credit to the public sector to 
grow three times faster than to the private sector, thus putting a 
credit squeeze on the private sector. Exports expanded in no:inal 
terms less than imports leaving a large trade deficit. High inter- 
est rates and credit tightness in the private sector contributed 

to declining economic activity across the board. Hardest hit 

were agriculture and commerce, which dropped below 1979 levels. 
Construction increased by 10 percent on the strength of public 
works, while private construction declined. Industry grew by only 
1.9 percent. Cement production increased only 5.7 percent to 
553,699 metric tons. The Central Government and the public utili- 
ties (water, electricity, gas, and transport) were the only sectors 
showing moderately strong growth rates. 


Trade Balance 


Costa Rica's terms of trade continued to deteriorate as coffee 
prices during 1980 headed ever lower and oil prices higher. Ex- 
ports were $1,013 million or 7.5 percent higher than 1979, but in 
real terms they decreased. Coffee showed a drop of $70 million 
compared with 1979 prices. Beef exports decreased by $16 million; 
bananas remained about the same. Sugar increased from $17 million 
to $40 million but represents only 4 percent of total exports. 

The increase in value of total exports (less than both world and 
domestic inflation) was due mainly to nontraditional exports, which 
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grew by over 40 percent. Much of the increase was in trade with 
Nicaragua, which grew from $40 million in 1979 to $133 million in 
1980. 


Imports continued at a high level, reaching $1,529 million by year- 
end, an increase of 9.4 percent over 1979. In real terms, however, 
imports declined. Nonetheless, the trade imbalance was a whopping 
$516 million at yearend. Imports grew because of international 
inflation and domestic aggregate demand. Imported consumer goods 
showed significant increases, but they may have tapered off in the 
last quarter as a result of restrictions adopted on September 26, 
1980. The only category to decline in current dollar terms was 
imported industrial and construction capital goods. Imports of 
crude petroleum and refined products totaled $225 million (15 per- 
cent of total imports and 22 percent of exports' foreign exchange 
earnings). This growth in energy imports was moderate (18 percent) 
because all of Costa Rica's electric energy needs were met from 
hydro sources in 1980. 


Balance of Payments 


The balance of payments continued to reflect the disequilibrium in 
the economy. The sustained high level of import demand, coupled 
with minimal growth in exports, caused a further deterioration in 
Costa Rica's negative trade balance: from $455 million in 1979 to 
$512 million in 1980 (f.0.b. exports and c.i.f. imports). When 
the net deficit in services and transfers is included, the country 
sustained a current account deficit of $653 million during 1980. 
The capital account continued to cover the import excess largely 
on the strength of commercial borrowing from nontraditional bank- 
ing sources (plus four bond issues placed in Europe and the Far 
East). Net capital flows to the public sector were $380 million, 
while private sector flows (including errors and omissions) 
amounted to $75 million. However, the uncompensated portion neces- 
sitated a drawdown on reserves of some $173 million. Gross inter- 
national reserves on December 31, 1980, were $383 million (gold 
equals $44 million) and net reserves were estimated to be over 
$100 million negative. 


The trends in Costa Rica's balance of payments over the past 3 
years is readily evident in the comparative table that follows: 
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Balance of Payments 1978-80 (net) 


($ millions) 


Exports (f.0.b.) 9422 1,017.1° 
Imports (c.i.f.) 1,3972 1,528.7 


Trade Account -455 -511.6 
Services & Transfers -103 


Current Account -5 


Capital Flows: 


a) Official 
b) Private (incl. errors and omissions) 74.8 
4 


Capital Account -441 


Change in Reserves -173 


Reserves at Year's End -1003 


lpreliminary estimates: Central Bank 
Includes adjustments in methodology of Balance of Payments 
3Embassy estimate 


Lack of reserves and high external debt caused the Government to 
decree measures on September 26, 1980, aimed at restricting im- 
ports and stimulating exports. Importers were required to buy 
half of their foreign exchange needs on the free market, and ex- 
porters were allowed to sell one-half of dollar proceeds on the 
free market. Three months later, the Government decided it could 
no longer sustain the dual rate, and on December 26, 1980, the 
colon was allowed to float. 


The Central Bank began accumulating a backlog in May 1980 of for- 
eign exchange requests for imports at the official rate of ¢8.60 
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to US$1, which by December 31 stood at about $300 million. This 
"presa" was being paid off slowly, representing a major financing 
problem for the Central Bank. 


In March 1980, the Government signed an agreement with the Interna- 
tional Monetary Fund, and an initial disbursement of $19.6 million 
was made in April 1980. The GOCR failed to meet the agreed upon 
economic targets so no tranche disbursements were made. As a re- 
sult, disequilibrium in the economy continued to grow. 


Monetary Policy 


The money supply increased by 15 percent in 1980. The increase was 
modest, partly because of a decrease in demand deposits in July 
when the autonomous agencies were requested to transfer deposits 
from commercial banks to the Central Bank and partly because of a 
drawdown in foreign exchange reserves. 


Savings deposits ended the year with a 6 percent increase (far 
below the rate of inflation). Time deposits at yearend were up 
11.6 percent over 1979. This increase reflected a freeing up of 
some interest rates. (Time deposit rates were 14.5 to 18.5 per- 
cent and lending rates 24 to 28 percent.) However, deposits de- 
nominated in dollars decreased from July to December by $25 million. 


The public sector use of credit from the national banking system 
continued its disproportionate rate of increase in 1980. Total 
credit of the system increased 24.2 percent over 1979. Credit to 
the private sector increased by 13 percent and to the public sec- 
tor, including autonomous institutions, by 42.5 percent. 


Monetary policy in 1980 continued the trend of recent years of sup- 
porting the fiscal gap and an expanding public sector. On the 
other hand, credit to the private sector grew at less than the 

rate of inflation, causing a credit pinch in the private sector. 
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MONEY AND CREDIT 


December 31--Millions $ 


Total Liquidity 
Ml (currency & demand deposits) 
Quasi-money 
Time deposits 
Savings 
Bonds & other deposits 


Total Credit 
Public Sector 
Central government 
Rest of public sector 
Private Sector 
External 


Source: Central Bank of Costa Rica 
Public Sector 


Despite efforts to control public sector activity, the fiscal defi- 
cit remained the principal cause of the economy's woes. The Cen- 
tral Government deficit surpassed $349 million in 1980, of which 
only $104 million was financed externally. Central Government 
revenues increased by 22 percent over the previous year, and ex- 
penditures increased by 19 percent, again exceeding total revenues 
by about $351 million. The overall public sector deficit is esti- 
mated at $581 million (12 percent of GDP), a considerable burden 
for the financial system. The 1980 Central Government budget was 
9,649 million colones ($1,126 million) and represented about 25 
percent of the total public sector. 


External Debt 


Strong import demand, partly fueled by the large public sector 
deficit (increased liquidity created more import demand) forced 
the Government to depend heavily on external commercial borrowings 
of $380 million, plus disbursements on multilateral and bilateral 
loans of about $95 million. This brings total medium- and long- 
term debt of the public sector to $1,870 million (38.6 percent of 
GDP). Short-term debt is an additional $350-$450 million. Debt 
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service on the external public debt is estimated at $250 million, 
of which interest is $142 million. Private external debt is esti- 
mated at $1,024 million. 


Outlook for 1981 


Because disequilibrium in the Costa Rican economy has worsened over 
recent years, severe adjustments are needed. In 1981, there are 
accumulating adverse external and internal trends that combine to 
put the Costa Rican economy into its worst year in many decades. 
Low coffee prices, high oil prices, a stagnating Central American 
Common Market (CACM), a large external indebtedness, a burden- 
somely large public sector deficit, and huge current account defi- 
cits of the balance of payments are causing high inflation and 
drastic devaluation of the colon, which, in turn, result in severe 
import reduction, negative GDP growth, and rising unemployment. 


The legacy of excess import demand and an overvalued exchange rate 
are being addressed in 1981 by devaluation through a floating 
colon. In the medium term, this should lead to increase and di- 
versification of exports. However, for the first time, the value 
of coffee exports in 1981 will be less than bananas, and both will 
be less than hydrocarbon imports. Domestic prices, already rising 
at over 20 percent, will increase by about 40 percent due to 
financing of the deficit and rising import costs. At the same 
time, because of these cost pressures in the public and private 
sectors, the unemployment rate will be above traditional levels. 
The Central Bank announced on February 9 that it would increase 
credit in 1981 to the private sector by 16.2 percent and to the 
public sector by 17.8 percent. (However, in 1980 the Central Bank 
exceeded its credit targets.) External borrowing will be in more 
limited supply in 1981, and taxes must be raised so that the Gov- 
ernment can finance its deficit. 


The most important economic developments during 1981 will be the 
Signing of the GOCR-IMF Agreement and the GOCR's compliance with 
agreed terms. In April 1981, the Government concluded a prelimi- 
nary agreement with the IMF in which the latter will support a 
Costa Rican economic stabilization program with an Extended Fund- 
ing Facility loan of $300 million over 3 years. It is not known 
when the agreement will be signed. Structural changes are in- 
cluded in the program as are controls on aggregate demand (public 
sector deficit, Central Bank credit) and foreign borrowing. If 
the program is followed as laid out in the GOCR-IMF Agreement, the 
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Costa Rican economy should begin to recover more normal growth 
rates after 3 years. Signing the Agreement will help stabilize 
the economy in 1981 and alleviate somewhat the severe adjustment 
underway as of April 1981. 


IMPLICATIONS FOR AMERICAN BUSINESSES 


In 1980, the U.S. share of the Costa Rican import market decreased 
to an estimated 33 percent from 36 percent in 1979, the fourth 
straight year of market share decline. Under the best of circum- 
stances, 1981 would probably have been another year in which U.S. 
sales to Costa Rica fell on a percentage basis. Unfortunately, 
this year's slippage is likely to be not only relative but abso- 
lute as well; a result, of course, of the serious economic diffi- 
culties affecting the country. 


In view of the projected 25 percent shortfall in available foreign 
exchange, U.S. exporters will not only be hard pressed to make 

new sales, but some will also still face problems in collecting 
for previous shipments. (Normal commercial prudence now re- 
quires that U.S. exporters serving Costa Rica be conservative 
regarding terms extended local importers.) 


Faring best among U.S. exporters will be those supplying goods and 
services that are either relatively insensitive to recession or 
actually fare best during a period of serious economic dislocation. 
American contractors and consultants and those supplying the 

Costa Rican Government should ascertain the probability that a 
given project actually will be undertaken before becoming too in- 
volved in a bid submission. 


Investment Climate 


Costa Rica continues to offer a favorable investment climate. 

From the viewpoint of the foreign investor, constitutional guaran- 
tees of equal treatment, enforced by an independent judiciary, are 
of particular importance. The Government encourages foreign in- 
vestment in projects considered beneficial to the country, espe- 
cially agrobusiness-related investments. Incentives offered vary, 
depending on such factors as the use of local resources, employ- 
ment created, export potential, and whether a similar industry 
already exists in Costa Rica or within the Central American Common 
Market (CACM). The recent devaluation (running 17.5 colones to 

1 U.S. dollar in April 1981) and other incentives make exports a 
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particularly attractive area to the foreign investor. A highly 
educated and readily trainable labor force and a large hydroelec- 
tric potential are additional attractions to the potential in- 
vestor. Two new free trade zones will be opened on the Atlantic 
and Pacific coasts in 1981. 


Potential investors interested in obtaining detailed information 
on investment incentives offered by the Costa Rican Government may 
wish to write directly to: 


Miguel RUIZ, President : 

Costa Rican Export and Investment Promotion Center (CENPRO) 
P.O. Box 5418 

San José, Costa Rica 


CENPRO also maintains three offices in the United States: 


Jorge MORA, CENPRO 

200 S.E. First Street, Suite 400 
Miami, Florida 33131 

Phone (305) 358-1891 


Rodolfo LORIA, CENPRO 

211 East 43rd Street 

New York, New York 10017 

Phone: (212) 986-6373/TELEX: 422714 DUNRICA 


Agustin PALOMO, CENPRO 

P.O. Box 11101 

CAPARRA, Heights Station 

San Juan, Puerto Rico 00922 

Phone: (809) 754-0155/TELEX: 3252335 CREXPPT 


% U. S. GOVERNMENT PRINTING OFFICE: 1981—341-007/422 
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